THE proposed $134 billion reduetion
in excise taxes in the Federal budget
for fiscal 1966 brings into focus an im-
portant area of Federal revenues that
has attracted relatively little attention
for many years. Except for taxes con-
nected with the highway program,
Federal excises have not been compre-
hensively revized since 1954. The brief
article that follows provides some back-
ground information that may be helpful
in assessing the current excise tax pro-
posals. It indicates the importance of
excises—both Federal and State and
local—in the governmental revenue
systems. In addition, it discusses the
eyclical variability of these levies, and
notes the industries and the types of
personal consumption items which are
taxed,

Sales and exeise toxes are essentially
the same type of tax, but through gen-
eral usage it has become common to
refer to the Federal portion as excise
taxes and the State and loeal portion
ns sales taxes. The Federal excise
system imposes taxes on a limited
number of specific goods and serviees.
Some of these taxes are levied on
manufacturers and some are direetly
paid for by the purchaser of the com-
modity. Federal user charges on such
facilities as highways, inland water-
ways, and airways, are also classified
a8 exeise taxes,

In econtrast, State and loeal sales
tuxes typically cover a broad range of
roods and services which are sold at
wholesale and retail. A lew basic ne-
cessities such as food, rent, and medical

L This article focuses an Federsl aod State and loeal
taxes il revenoes ns refected fn the notloasl inesme e
couits,  Federal gronts-ln-ald to Btate and lotal govern-
MenkE are s lmporlnst souree of revenoe to these goveri-
ments. Howewver, the funds sre robsed by the Federal
povernmsent; thus, beeause their Inclusion would [nvelve
daubls coanting, thess grants are eveluded fram Stafe and
Incal revenue soarces in this article.  In 1004, the grants-ln-
wld amounted to nhout #1Ms hilon and made ap atoot 15
pereent of the 270 billion of State and loenl roreps.

services are usually exempted. Sales
taxes are levied primarily by State
governments, rather than by local units,
and are the principal sources of State
revenues,

by ROBERT B. BRETZFELDER

Excise and Sales Taxes

Government at all levels received
$28Y billion in execise and sales taxes
during 1964, about one-sixth of the $173
billiom of revenue raised [rom the
public.! The excise and sales tax re-
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ceipts were divided nearly equally be-
tween the Federal Government and
State and loeal governments,

Excise taxes in the Federal revenne
system

Federal excise tax receipts last year
totaled $14% billion and comprised
ong-eighth of Federal revenues. The
new budget submitted last month calls
for a gross reduction in excises of $1%
billion, or 12 percent, effective the
beginning of next July, About $Y4
billion of this reduction would be offset
by proposed increases in users' taxes
and fees. Thus, the net excise tax
reduction requested by the President
is roughly 814 billion, or 9 percent of
total excises at the fiscal 1964 levels.
With Federal receipts on a national
ineome account basis totaling almost
£114 billion last year, the net reduction
in excises would cut Federal revenues
by a little more than one percent.

As noted earlier, the budget did not
specify the manufacturers' or the retail
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excises to be reduced. Table 1 lists
the Federal excises currently in force
and shows the dollar value of receipts
during fiscal 1964. Aleohol and to-
bacco taxes, which are imposed for
renernl social reasons as well as to
raise revenue, amounted to 5% billion
and accounted for two-fifths of total
fiscal 1964 receipts, The taxes ear-
marked for the highway trust fund—
mainly the manufacturers’ excises on
trucks, buses and motor fuel—totaled
$3% billion in fiscal 1964 and accounted
for a quarter of the total Federal excise
receipts,

The remainder, accounting for about
one-third of total excises, includes §14
billion in retail excises (luggage, furs,
jewelry, and toilet preparations); $23%{
billion in manufacturers' taxes (mainly
passenger autos, auto parts and acces-
gories, and home appliances), and $134
billion in the miscellaneous group
{mainly club and theater admissions,
cabarets, and telephone services).

Sales taxes in the State and local
revenue system

State and local governments are
more dependent on sales taxes than
the Federal Government. Their 1964
receipts of over $14 billion from sales
taxes made up one-fourth of their total
revenues of $5914 billion, excluding
grants-in-aid, and one-fifth including
such grants. For the States alone,
sales taxes in 1964 accounted for more
than two-fifths of their receipts from
the public,

The number of State and local gov-
ernments imposing general sales taxes,
and the coverage of these taxes, and the
tax rates as well have been increasing
steadily to help keep pace with the
rapidly expanding governmental needs.
In 1047, 27 states imposed sales taxes;
by 1855 the number had grown to 34
and by 1964 to 37. In both 1947 and
1955 the most common State sales tax
rate was 2 percent; by 1964 the con-
centration was at the 3-percent level.
This extension and increase in rates
explain why State and local sales taxes
have grown faster than Federal excise
revenues, the growth in which has
reflected mainly rising economic ac-
tivity. In the late 1940% the Federal
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Table 1.—Federal Blﬁ:ﬂ Taxes, Fiscal year
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Government aecounted for about two-
thirds of total excise and sales tax
revenues. The Federal share declined
to about 55 percent in 1955, and has

Tahle 2.—Changes in Tax Receipts During
Recessions
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4 since continued to drop, reaching about
50 percent in recent years,

Relation to private demestic demand

Relative to personal consumption
expenditures and gross private domestic
investment—the components of GNP
on which the great bulk of sales and
& excise taxes fall—the advanee in this

revenue source has been slight.  After
4 declining to about 5K percent of the
vitlue of sales to the private domestie
economy in the early postwar period,
the ratio rose sharply during the Korean
« war, when the Federal portion of these

taxes was materially inereased, and
fell back to 5% percent immediately
i after the war, when some levies were
reduced. Since then it has tended
i slightly higher, and for the last few
» vears has averaged close to 6 percent
of private domestic demand.
®  Since 1955 Federal excise taxes have
i been about stable at 3 percent of this

. total, State and local sales tax revenues
have increased from a low of under 2
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percent just after World War IT to
nearly 3 percent in 1964,

Sensitivity to Declines in
Business Activity

Federal excise® tax receipts have
declined substantially in each of the
threa post-Korean business recessions.
However, receipts remained little
changed during the 1948-49 downturn.
(See table 2.) Part of the large 1053
54 decline reflected the excise tax cut
that took effect at the end of March
1854, but aven before this eut receipts
had fallen considerably.

A major share of the eyclical drops in
total Federal excises is accounted for
by the 10-percent automobile manu-
facturers’ tax and to a lesser extent by
taxes on related automotive goods.
In recent years taxes on autos, trucks,
buses, and tires and tubes have ac-
counted for nearly one-fifth of total
Federal excise receipts, Auto sales and
production declined very sharply in
each of the post-Korean recessions.
Car produetion, however, actually in-
creased during the 1048-49 business
receasion and this gain was instrumental
in the maintenance of Federal excises in
this period. Output and sales of the
other taxable items have tended to
show much less change during reces-
glons,

State and loeal sales tax collections
have been much less sensitive to the
mild postwar business declines, and
have continued to rise in each of the
four postwar recessions. However, dur-
ing all but one of these periods (1948
49) the rate of gain slowed perceptibly
in the recession guarters. The con-
tinued growth in these receipts during
the recessions is explained by the wide
range of commodities and serviees that
State and local governments tax. De-
mand for many of these items has con-
tinued to increase, although at a
reduced pace, even during business de-
elines.  Also, as pointed out above,
rates have inereased and the number of

! Dratn for lndirect WMsioess taves have been used in e
Inllowing annlysis but vietally all of the deeline in ldirect
huslness taxea shown in the toble & traceahile to caclses,
In wibdition to 1444 billkon of evcises i 1904, indireet husiness
tages Encluded $134 bl of eustoms duties, and 816 billion
of monilax recrpts.
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Tahle 3. —Industrial Incidence of Excise and
Sules Taxes, 1958
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Table 4.=—Excise and Sales Taxes! As a
Percent of Major Types of Personal
Consumption Expenditures, 1958
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rotes paid in a small number of the
monufecturing industries.  The highest
excise rates—exceeding one-helf of gross
product originating—nre in the liquor
industry (part of the foxd group but
not shown separately in the table) wnd
in tobaceo manuipetyring. Petroleum
products are alao heavily texed. The
sutomabils group and rubber products
ore toxed st about one-tenth of pross
product. Except for passenger cors, &
major portion of the Federal levies on
other itams in tha transportation aguip-
ment group, snd on petroleum and
rubber products, are eaymavked for the
highway trost fund.

The Federel trensportotion tax on
freight was repeslad in 1858. In 1942,
the passengar excisea ware repealed,
with the exception of the wirlines tax,

SURVEY OF CURRENT BUSINESS

which woa lowered. As o result, the
tax on the tiraneportation industry
dropped from leze then 23 percent of
gross product origmeting in 19588 to
nbout 1 percent in 1983.

State and loon] eales taxes, of conree,
bave their impact mainly on wholesale
snd retail trade, ond are primarily
_responsible {or the velatively hiph rate
spplymg in thess industries. The only
other major Stote and local sales tax
sogurce is elactric ond ges utilities.

Relgtion to personal mnsumpﬁan

Sales and exvise taxes on major bypes
of consumption sxpenditures are de-
veloped in the courss of preparing
benchmorlk sstimates of personal eon-
suenption. Table 4 shows the relative
importines of anles and exeise texes on
major items of personal consumpéion
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expenditures for 1953, Estimates of
consumplion expendifures are nod pre-
pared for individual commeodities but
rather for groups of commodities, For
this reason the parcentsge tax For un
entire group is shown even though only
a single commedity in the group moy
be texed.

As would be expected, the higheat
rates are on tobnoco producis ond elac-
holic bevernges, comprising ome-third
or mora of the total purchase price.
One-gquartar of expenditares an gnsoline
and ol are accounted for by theas taxes,
The low tax rates on many groups re- °
flect the fact that they are sybject only
to Stnte snd local government aeles
taxas, It is important to note thot the
Faderal taxes on tronsportation amd
on motion pieturs admissions have been
raduced or sliminated eince 1958,
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